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Israel - Key Economic Indicators 


All values in Israeli Shekels (IS) 
million, unless otherwise stated 


Estimated Io 
1981 1979-1980 


Income, Production and Employment 
GNP, current prices N/A 132.8 
GNP, 1980 prices 101.2 a3 
Per capita GYP, 
current prices (IS) (a) N/A 127.7 
Plant & Equipment Investment 
current prices i : N/A 81.6 
National Income/per capita 
current prices (IS) (a) N/A 116.4 
Industrial production 
index (1978=100) (a) N/A -3.9 
Productivity growth per worker : wt - 
Average wage index 
(1978=100) (a) N/A 125.6 
Civilian labor force 
(thousands) (b) 1,363 a 
Average unemployment rate 2 4 a2 65. 


Money and Prices 
Money supply (b) ‘ N/A 
Interest rate (big banks) (b) N/A 
Wholesale Price Index 

(1977=100) (a) ; N/A 
Consumer Price Index 

(1976=100) (a) N/A 


Balance of Payments ($ million) 


Gold & Foreign Exchange Reserves 
(IMF definition) (b) 3,120.5 3,394.0 N/A 
Foreign debt (b) 15,524.0 17 ,063.0 19.000.0 
Average Exchange Rate against 
US dollar, IS (a) 2.543 5.426 N/A 
Balance of Payments, Goods & Svs. -3,883 -3,832 - -5 ,035.0 
Merchandise Export FOB 4,546.3 5,548.4 6,280.0 
Exports to US 769.4 976.7 N/A 
Merchandise Imports CIF 7,aaace 8,024.1 9,480.0 
Imports from U.S. 1,486.8 1,549.2 N/A 


Main imports from the United States in 1980 ($ million): 

machinery and electrical equipment - 440; agricultural products - 396; rough diamonds - 138; 
transport equipment - 136; metal products - 105; chemicals - 80; optical, medical and 
electronic instruments - 61; rubber and plastic products - 43; textile and clothing - 37; 
paper, cartons and books - 36. 


Fagmotes : snnual Average 


(b) End of Period 
N/A Not Available 





Summary and Overview 


Israel's economy showed mixed signals in 1980 as economic policymakers made 
significant progress on the balance of payments front at a cost of a decline in 
domestic demand. However, the inflation rate remained very high, and an 
expansionary fiscal policy disappointed hopes of implementing cuts in government 
spending. 


Former Finance Minister Yigael Hurwitz approved an austerity plan in late 1979 
which set the direction of economic policy in 1980. This plan called for a 
tight budget, a restrictive monetary stance, an import-deposit scheme and an 
incomes policy that aimed at a real wage freeze. The policy target was amelio- 
rating the rapidly worsening balance of payments problem with a long-term but 
clearly secondary goal of reducing the inflation rate. The program was 
implemented most effectively in reducing real wages and cutting imports. This 
resulted in the first decline in aggregate private consumption in over a 
decade, a fall in imports in real terms and a shift to exporting by domestic 
manufacturers who saw their local market shrinking. The fall in real wages, 
however, led to increasing pressures to relax a strict incomes policy and the 
Finance Minister resigned over his defeat in the Cabinet on a crucial vote 
which approved in principle an increase in teachers’ salaries. 


The new Finance Minister, Yoram Aridor, immediately announced a change in economic 
policy targets from a primary emphasis on the balance of payments situation to 
focus on a reduction of the inflation rate which hit 133 percent in 1980. Ina 
series of price cutting moves, he reduced purchase taxes on consumer durables and 
cars, and reversed the Hurwitz policy of gradually eliminating subsidies on 
essential consumer items like milk, bread, and public transport. He also set up 
a real interest bearing savings program to absorb cash from the public. He 
justified the policy as a means of reducing inflationary expectations while mini- 
mizing the possible cost to the balance of payments. Opposition leaders 

charged that the policies were an attempt to win over the electorate in advance 
of the scheduled elections on June 30. Observers agreed that whatever party 

came to power in mid-1981, the government would have to een the budget and 
focus on balance of payments issues, with er growth the key variable in 
further economic expansion. 


The non-military deficit on the balance of payments improved in 1980, a credit 
to Mr. Hurwitz' policies. The improvement was more than $500 million despite 

a large oil import bill. Rising military imports offset this improvement, so 
the current account deficit was essentially unchanged. Yet Israel again had 
little trouble in financing the current account. Drawdowns of U.S. Government 
economic and military assistance amounted to nearly $2 billion, not including 
amounts received under a special $3.2 billion package assisting the redeployment 
of Israeli forces into Israel's Negev Desert from the Sinai Peninsula. Other 
sources of current account financing were: grants from the world Jewish commmity; 
sales of Israel Bonds; and some commercial bank financing. Foreign exchange 
reserves at The Bank of Israel grew again, and reserves have almost tripled since 
the difficult period following the 1973 war. 





The government's budget deficit - the amount of expenditures financed by 
borrowing from the Central Bank - was relatively large in 1980 and aieitiaund 
to inflationary pressures. With almost two thirds of the budget allocated 

to defense and debt repayment, cutting the size of government expenditures 

has proven to be an extremely difficult task. The new budget,- likely to be 
revised by the government after the June elections - called for a reductim 

in total expenditures excluding defense imports. Cuts in government employment 
levels were a major goal. If the authorities succed in tightening up fiscal 
policies and maintaining a tough monetary stance, they may, by containing 
consumer spending later in 1981, strengthen the export sector. 


For the first time in years, unemployment rose above the full employment 
level of 3.5 to 4.0 percent to 4.8 percent. Real wages fell, and the softening 
of the labor market was a major factor in holding down private consumption. 


Israel's civilian merchandise imports from the United States rose slightly to 
$1.549 billion in 1980. Machinery and electronic equipment products are the 
major U.S. exports to Israel. In the face of a strong U.S. dollar and limits 
on Export-Import Bank financing, these products offer the best prospect for 
further market penetration. They are targeted for Israel's rapidly modernizing 
export sector, which needs high quality, high volume production equipment. 
Another area of major sales is in agriculture. Israeli imports of U.S. agri- 
cultural products totaled $396 million in 1980, and the market has shown 

steady expansion over the past several years. Other opportunities for U.S. 
businesspersons are in the sales of products associated with the Israeli military 
withdrawal from Sinai and in commercial bank financing of Israel's capital 
account. Israel welcomes foreign investment, with the best opportunities in 
high-technology export industries. Foreign investors can gain substantial 

tax breaks and investment incentives if they invest in preferred industrial 
and geographical areas of Israel. 


National Accounts 


Israel's economy grew slowly in 1980, as the real GNP growth rate reached 

only 2.3 percent, down from a revised 3.6 percent in 1979. Private consumption 
declined for the first time in over a decade. This decline was due to a 

credit squeeze affecting durables, a fall in real wages and, perhaps most 
importantly, an expectation of a tough austerity program. The pattern of 
consumption spending, which declined sharply in the last quarter of 1979 

and even more sharply in the first quarter of 1980 when the policies of 

former Finance Minister Hurwitz were just being implemented and unemployment 
was on the rise, reflects the impact of the anticipated austerity program. 

With expectation of hard times ahead, the rate of household savings increased. 
Public consumption continued growing, however, despite the repeated efforts 

of the Finance Minister and Bank of Israel Governor to urge financial restraint 
on the Cabinet. Real government consumption expenditures grew 7.6 percent in 
1980, reversing a decline in 1979. The major swing factor was defense spending, 
since government spending on civilian uses remained virtually unchanged from 
1979. Domestic defense spending rose 3.9 percent in real terms, while spending 
on defense imports, which U.S. assistance finances in large part, increased 
26.2 percent. 





Investment spending dropped significantly in 1980. The decline was greatest in 
transport equipment and in imported machinery. Residential housing investment 
grew again in 1980 following an upswing in 1979. Spending on housing slowed 
during the last quarter of 1979 and the first quarter of 1980 following the 
government's decision to link payments on mortgages to the cost of living 
index. However, government outlays on public housing gave a strong push 

to building activity. 


The fall in private consumption brought with it a decline in non-military 
imports of 5.5 percent in real terms. As in the construction sector, this 
contraction occurred most strongly in the first part of 1980. Exports, on 
the other hand, grew significantly at 6.0 percent, particularly in the first 
and last quarters of 1980. 


National accounts aggregates turned upward in the latter part of 1980. This 
trend apparently continued in early 1981, although no figures are yet 
available. The official forecasts for 1981 point to real GNP growth rate of 
2.7 percent, with exports and imports rising about 6.5 percent, investment 
recovering slightly, and consumption per capita growing by 2.0 percent. 

However, if current trends persist, it appears that the growth rate could 

be somewhat higher, with a significant increase in private consumption spending. 


Balance of Payments: Results and Prospects 


The deficit in the balance of payments on goods and services reached $3.832 
billion in 1980, almost unchanged from the $3.883 billion deficit in 

1979. A larger deficit had been forecast in 1980 because of higher energy 
costs, increased military imports and uncertain markets abroad. Israeli balance 
of payments performance, however, confounded most forecasts. The austerity 
program launched in late 1979 caused consumer spending to contract, and imports 
did not rise as much as had been feared. At the same time, exporters had 
another good year, as the value of total exports of goods and services grew 
22.5 percent. As the local market failed to expand, many manufacturers 
diverted products away from the domestic market to the export market. The 
civilian account in the balance of payments on goods and services (i.e., not 
including direct defense imports) actually improved by $540 million - 

this despite additional outlays of over $700 million on oil imports. 

The value of direct defense imports increased in 1980 to over $1.7 

billion from $1.2 billion in 1979, off-setting the improvement in the 

civilian account. 


Another factor influencing the trade account was the monetary policy affecting 

ae ia In addition to high real interest rates, which made inventory FC 
very expensive, the government imposed a 10 percent non-interest bearing impo 

deposit. These two factors brought about a major one-time downward shift in in 

the current inventory levels of imported items. At the same time, the price 

index of Israel's imports again rose by more than the price index of its exports, 

leading to an almost 8 percent decline in the terms of trade index. 





Yet, large capital inflows enabled Israel to finance easily the deficit on goods 
and services account. These inflows consist of large incoming transfer payments 
and foreign borrowing. Unilateral transfers from abroad grew substantially in 
1980. German reparation payments increased to $468 million and personal 

and institutional transfers from the world Jewish commmity rose to $1.05 
billion, an increase of $90 million. The U.S. Government provides about 
$2.2 billion in economic and military assistance annually. In addition, 
there is a special $3.2 billion multi-year package begun in 1979 to help 
finance the Israeli withdrawal from Sinai and the construction of two airbases 
in Israel's Negev Desert. Beyond U.S. financial assistance and unilateral 
transfers, Israel also has ready access to commercial bank financing. Combined, 
these capital inflows more than offset the deficit on goods and services account, 
and Israel's foreign exchange reserves again increased. 


The value of Israel's merchandise trade exports totaled $5.5 billion in 

1980. Israel's industrial base has developed over the years with Western Europe 
and other developed countries as major target markets. Israeli products enter 
the European Community duty-free. Israel is also a major beneficiary of the U.S. 
generalized scheme of preferences under which 2800 categories of manufactures 
enter the U.S. duty-free. Industrial exports now make up almost 90 percent of 
total merchandise exports, a far cry from Israel's early years when the export 
performance depended on the citrus crop. As expected, merchandise trade with 
Egypt, possible following the conclusion of the Israel-Egypt peace treaty, has 
been slow in developing. Consisting primarily of agricultural products, this 
trade totaled only about $1 million in 1980. 


Israeli civil imports totaled $8 billion in 1980. Israel is poor in 
natural material resources. Israel must apply its comparative advantage in human 
resources - its skilled innovative labor force - to the inputs for industry, 

most of which are imported. Thus, over 80 percent of its imports are production 
inputs, followed by investment goods and final consumer items. The relatively 
small population of under 4 million generates limited demand for imported 
consumer items. 


Despite rising energy costs, the balance of payments did not deteriorate in 1980. 
However, prospects for improving the balance of payments picture, or even 
maintaining the 1980 performance, are not good. The major target of government 
policy is now the skyrocketing inflation rate. Private consumption should 
increase with cuts in the purchase taxes on consumer durables and basic conmodity 
prices controlled. There is also significant pressure on the Central Bank to 
slow the rate of currency depreciation to keep import prices from rising in 
local currency terms. These factors, combined with the need to restore 
inventories and an expanding economy, should cause a major increase in the level 
of imports. At the same time uncertain economic conditions in Israel's foreign 
markets and the diversion of some local products to the domestic market may 
limit further export. 





The Government of Israel estimates that the balance of payments on goods and 
services account will reach over $5 billion in 1981. With near record 
level reserves and generous U.S. Government financing assistance already 
programmed for 1981, Israel can finance such a deficit. This will require 
expanded medium and long term borrowing from foreign commercial banks or draw 
down of some reserves, or both, 


In the first third of 1981, preliminary indications are that export growth had 
indeed slowed, as merchandise exports were down 1 percent due to lower finished 
diamond exports and reduced-non-citrus agricultural exports (primarily avocados.) 
The number of tourists visiting Israel has declined. However, imports have also 
dropped slightly, due to a significant decline in unfinished diamond imports, and 
the soft world oil markets which have helped steady the oil import bill. 


Foreign debt increased to an estimated $17 billion by December 1980. This 

is up from $15.5 billion in year-end 1979. The Government of Israel 

forcasted that an additional $2 billion would be added to the foreign debt 

in 1981. Most of the debt increase in 1980 was long-term although the term 
structure of Israel's debt shifted slightly toward relatively more short-term 
borrowing. The increase in the short-term debt from about $1.8 billion 

to $2.4 billion mainly reflects a growing reliance by the part of the private 
sector on trade financing from abroad. The U.S. Government or Israel Bond holders 
on concessional terms lent most of the additional long-term debt. Israel has 
retained a strong credit rating in international markets. Its current circumstances 
and future export growth prospects should ensure adequate resources - reserves 
and access to commercial borrowing - to meet its obligations. 


Public Finance 


In the Israeli fiscal year ending March 31, 1981, the government budget deficit 
was Israeli Shekels (IS) 6.1 billion on total outlays of IS 97.1 billion. The 
budget deficit in Israel is defined as the portion of government revenues which 
the Central Bank loans to the government. Such direct borrowing from the Central 
Bank adds to inflationary pressures. The government budget for the current fiscal 
year IS 206 billion, with a deficit projected at IS 10.9 billion. As in previous 
years, over 60 percent of the budget is devoted to defense and debt servicing. 
Finance Minister Aridor, in a major change in tax policy, lowered purchase taxes 
on a wide variety of ds, particularly consumer durables and building inputs. 
The Finance ‘Ministry fools t the reduction in these taxes will contribute 
significantly to the fight against inflation. They believe such tax cuts will 
result in a net gain to government revenue by increased collection of purchase 
taxes on higher sales. 


Monetary Policy 

Monetary policy in Israel was restrictive in 1980 as the Bank of Israel tried to 
hold down the expansion of credit. High real interest rates on foreign borrowing 
kept down the flow of foreign fumds into the local money market. This problem 

had complicated the Central Bank's management of monetary policy in previous years. 





Most of the monetary expansion was due to lending through the various export 
credit funds and to the Central Bank's funding of the Israel Government's budget 
deficit. 


Employment and Productivity 


The average unemployment rate rose to 4.8 percent in 1980 from 2.9 percent in 
1979. The largest increase came in the first quarter of 1980, when the seasonally 
adjusted unemployment rate increased to 4.7 percent from 2.8 percent in the last 
quarter of 1979. There was some unfounded fear that massive unemployment would 
result from the austerity measures introduced in late 1979. After reaching a 
high of 5.2 percent in the last quarter of 1980, the unemployment rate is now 
thought to be below 5.2 percent, in an economy where the full employment level is 
estimated at a 3.5 to 4.0 percent unemployment rate. In 1981, approximately 
75,000 Arab workers from the West Bank and Gaza territories administered by Tévact 
continued to commute to work in Israel proper. Notwithstanding the high Israeli 
unemployment rate, there was only a small decline in the number of these workers, 
who generally take jobs in the agricultural and lower-paid services sector of the 


economy. 


Israel showed little if any gains in productivity in 1980. The slowing pace of 
production did not result in many layoffs in Israel's traditionally labor-short 
economy. Many workers were kept on the payrolls even if not fully employed. 
The more efficient export sector did achieve some gains, however, as Israel's 
modern, high-technology industries, which primarily export production, 
continued to increase output. 


Prices and Incomes 


Even in the face of softening in local consumer demand, Israel's consumer price 
index (CPI) increased a record 133 percent in 1980 compared to 111 percent in 
1979. The rise was due to several factors, not the least of which were imported 
energy cost increases, continuing budget deficits, and the system of CPI linkage 
that protects Israelis against the ravages of inflation. These linkages are a 
comprehensive system that adjusts all salaries and wages and most financial 
instruments upward according to CPI movements. Since these upward adjustments 
stimulate higher costs of production, lowering the inflation rate under such a 
system of linkages is a long, slow process. The efforts of former Finance Minister 
Hurwitz to cut the budget deficit through reduced subsidy component in local basic 
commodity prices also contributed to the high inflation rate in the short nn. 

Yet in the longer run, cutting subsidies could reduce the government's budget 
deficit and its need to borrow from the Central Bank, thus helping to roll back 
the inflation rate. 


According to preliminary figures, real wages fell in Israel during 1980 for the 
first time in several years. The effect was felt most heavily in the civil 
services, as private industrial sector workers more or less maintained their 
real wage levels. For the economy as a whole, real wages dropped by an estimated 
5 percent. Since the national wage contract calls for at least the maintenance 
of real wages, workers began receiving additional compensation in early 1981. 
Subsequent negotiations for a new wage package should provide some increase in 
wages in real terms in 1981. 





Implications for the United States 


The value of Israel's non-defense imports from the United States in 1980 was 
$1,549.2 billion up slightly from $1,486.9 billion. The U.S. market share dropped 
slightly to 19.3 percent, which is near the average level for the past several 
years. Machinery and electronic equipment sales comprised the largest category 
of U.S. exports to Israel, followed by agricultural products. Yet, a strong U.S. 
dollar and limitation on the availability of Export-Import Bank financing, will 
present significant challenges to U.S. exporters to Israel in 1981. 


The rapid growth in Israeli machinery and equipment exports is due to the export 
promotion development strategy which successive Israeli governments have followed. 
They have recognized that restructuring Israel's economy to build up a modern 
export sector and containing imports can best overcome the balance of payments 
constraint to growth. Development strategy has stressed developing those industries 
that can compete in world markets. Therefore, the industrial base has been built 
up with Western Europe and the United States as target markets. These industries, 
already boasting several success stories, have managed, in what is basically a 
natural resource-poor country, to tap the country's rich human capital pool. 

Israel has a small but highly skilled work force available to its exporters, with 
outstanding research and development capabilities, and businesspersons have tumed to 
imported high technology, high quality and productive equipment to increase 
productivity in the export industries. U.S. suppliers of such equipment will find 
their main competitors in Western Europe. European producers have an advantage 

in lower transportation costs and, in many cases, shorter delivery time. Many 

of them are also traditional suppliers to the market and have well established 
agents. In such a situation, competitive financing becomes especially important. 
Given the explosive growth of the exporting sector - industrial exports increasing 
at rates in excess of 20 percent annually - there are many opportunities open to 
new entrants to the market. Some U.S. suppliers have already taken advantage of 
this market, and U.S. machinery and electronics equipment sales have grown from 
$265 million in 1978 to $352 million in 1979 to $440 million 

in 1980. The major subcategories with best marketing prospects include electronics 
industry production and test equipment, aviation and avionics equipment, and metal 


working equipment. 


Another area of major sales to Israel is in agriculture. Total imports of 
agricultural products rose to $396 million in 1980 from $352 

million in 1979. American sellers will find a steadily growing market in such 
sales, although the total should not increase significantly since the relatively 
small domestic market limits domestic consumption. 


Another market for American suppliers has opened up due to the redeployment of- 
Israeli forces into Israel's Negev Desert from the Sinai peninsula under the terms 
of the Israeli-Egyptian peace treaty. U.S. contractors are building two new 
airbases and the withdrawal from the Sinai and completion of the airbases must 
take place by April 1982. Work on the economic and military development of the 
Negev will continue at high levels even after April 1982, and there are long-term 
opportunities for suppliers of goods and services for infrastructure expansion. 





In the area of U.S.service exports, U.S. banks are prominent lenders to Israel, 
usually dealing with Israel's major commercial banks. Israel continues to require 
substantial amounts of commercial bank financing, and U.S. lending institutions 
have found opportunities for profitable lending. Major opportunities have been 
in short-term trade financing, although many Israeli borrowers are now actively 
seeking medium- and long-term loans. 


Tourism to Israel has continued its steady growth. The number of tourists visiting 
Israel reached almost 1.2 million in 1980 and prospects are good for further 
U.S. suppliers of tourist goods and services will find a steady and 


expanding market. 


Israel welcomes foreign investment. Profits and dividends are freely transferable. 
The level of foreign investment has been low in recent years, owing primarily to 
the small size of the domestic market. The best prospects for investment are in 
export or research and development-oriented industries which can take advantage 

of Israel's highly trained work force as an input to production marketed in the 
European Commmity or to product development. Israel has an association 

agreement with the European Commmity that allows free entry for its industrial 
products. Investors benefit from substantial tax breaks and incentives if they 
invest in preferred industrial or geographic areas of Israel. 
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Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 
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trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 


US. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population : @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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